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HAS MORTGAGE FINANCING TURNED TO THE RIGHT @ 


INCE December there has been a progressively tightening mortgage market, 
S It is true that there is an increasing uneasiness over the real estate outlook 
and evidence of a strong disposition among institutional lenders to reorient 
their policy on mortgage loans, Even lenders who have been riding the real estate 
boom confidently and comfortably are now sensing that their position is becoming 
somewhat less secure in the light of recent happenings, What Marriner S, Eccles had 
to say before the Joint Committee on the Economic Report regarding the inflationary 
danger inherent in the easy terms available on housing loans, plus the repetition of 
warnings from other government sources, and from economists, concerning the 
over-expansion of credit in an inflated market, has borne fruit, 


Adding emphasis to these warnings came the advance in rediscount rates and the 
lower support levels for government bonds, Then, in February came the break in the 
commodity price index and the downward fluctuations in the prices of stocks on the 
New York Stock Exchange, The fiscal developments, indications that the government 
is inclining to veer away from its extreme low-cost money policy, and other defla- 
tionary factors, have resulted in the drawing tighter of purse strings and a stiffening 
of interest rates on mortgage loans, Most prime sources of mortgage funds have 
already adopted a more cautious attitude on commitments and some are seeking a 
slightly higher return on their investments, This conservative position may be 
significant of a definite and prolonged move to the right in mortgage financing by 
banks, insurance companies and other supervised lenders, but I prefer to watch de- 
velopments for the next six months before forming a firm opinion on this score, 


The pressure of demand still holds sway in business, and the present prospects 
of industrial activity and employment could hardly be more promising. 


In the construction industry the outlook also appears favorable, During the winter 
months we built more dwelling units than we have ever built before in this season of 
the year, and many forecasts for 1948 have placed the volume of new residential 
construction at a higher figure than that of 1947 with its 854,600 starts, We are not 
quite this optimistic. We do think, however, that residential construction might 
possibly total $7 to $7.5 billion in 1948 and will continue the strong demand for 
mortgage financing, At this time it appears very probable that new financing may 
require in the neighborhood of $4.7 to $5 billion and the refinancing of existing 
houses another $2 to $3 billion, 


Mortgage lenders with whom I have discussed the supply of mortgage funds all 
agree that there is plenty of money available for sound demands, but most of them 
make it clear it will cost the borrowers a slightly higher rate of interest. Confirming 
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this position, the mortgage officer of a $350 million bank in Ohio told me that while 
his bank had a plethora of mortgage money, every loan application was being very 
carefully screened and that he was holding many of the loans he made to five per 
cent with a deadline of four and one-half per cent on the choicest low percentage 
mortgages, We find there are other banks who have already adopted a like policy 
and many more are on the verge of inaugurating an equally conservative program, 
However, there are some banks which apparently are not increasing their interest 
rates ... I have before me a recent advertisement in the New York Times of one of 
the city’s large savings banks, offering a four per cent interest rate on home mort- 
gages with no title or legal expenses, but requiring life insurance protection for the 
family, 


No doubt by this time most of you have seen the leaflet of the American Bankers 
Association bearing the title “Bank Credit in 1948,” The American Bankers Associ- 
ation is making an anti-inflation drive in a determined effort to stem any flow of easy 
credit among banks and other forces it can rally, Their objective is to restrain the 
predilection of some loan officers to build loan volume for added income without due 
consideration of the inflation possibilities involved, In this excellent leaflet are in- 
cluded warnings against the harmful results of unwise mortgage lending. Among the 
injunctions dealing with mortgage loans is one pointing out that there has been a bent 
among some bankers to accept loans on overpriced properties without much question, 
providing the mortgages were guaranteed or insured by Federal agencies, These 
loans are regarded as riskless by the banks because of the government guaranty. 
Making loans solely because of the insurance, which by other normal standards would 
be imprudent, is not good lending practice and has an adverse effect on the economy 
in the long run, The leaflet comes to a close on the sound precept that banks should 
maintain a safe ratio between loans outstanding and capital account, This is sage 
advice, as capital assets safeguard the bank and its depositors should a serious recoil 
in business occur, 


We have heard some adverse comments on this drive of the American Bankers 
Association on the ground that all this effort to curb credit may result in an impair- 
ment of business activity and a collapse of the building boom, We do not believe that 
the possibility of a backfire lies in the anti-inflation fight of the American Bankers 
Association, Criticism of the program, however, must be expected as there are 
always some short-sighted business men who take an almost stubbornly defiant atti- 
tude against any movement they think might curtail their present operations, There 
are still straws-in-the-wind which suggest that too many decisions in the mortgage 
business are based primarily on the interest in immediate income and with apparently 
little thought given to long-term trends, Such lending is done by men who are least 
conscious of their responsibility to their individual institutions and who view lightly 
the risks in the present inflationary situation, Booms do not last forever and always 
come to a halt --- perhaps an explosively sudden one, 


The demand for housing is still in excess of the supply but the actual housing 
shortage is not so great as the loud clamor for new construction would indicate, 
Operative builders, building contractors and real estate men argue vociferously that 
the accumulated demand for housing is “staggering in its immensity” and that building 
must go forward at an accelerated pace, On the other hand, bankers and business 
men of long experience in real estate think that the immediate need for housing is 
being over-estimated and that the wiser course would be to spread out the building 
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program, instead of trying to satisfy the demand at the height of a boom, Just a few 
weeks ago in Washington one of the most discerning and realistic bankers I know, 
where real estate financing is concerned, expressed the opinion that this country is 
again on the road to over-building and would end up with a surplus of housing, He 
thinks the tightening money market is a healthy development and will cause most 
lenders to be more careful in their selection of collateral, Other bankers with whom 
I have consulted are thinking along similar lines and this suggests that they will 
carefully screen all applications for construction loans, With construction costs 
higher than a cat’s back, builders (and their complement of real estate promoters) 
should be brought to a realization that the day of the fast dollar has passed, It is just 
fuel for inflation to continue emergency regulations, involving financing based on cur- 


rent costs, which has allowed builders to operate without risk under the pressure of 
wartime needs, 


Although President Truman in his message to Congress on February 23 advocated 
additional housing in box~-car figures and called for further mortgage financing by 
government agencies, new construction money is getting tighter. Some banks, and 
other institutional lenders, have stopped making construction loans altogether, In 
fact, funds for construction loans are generally in short supply and not available 
unless the builder has a firm commitment for the completed job before he starts 
operations, Building costs are at a peak and may edge up to a slightly higher one 
during the next few months, Well authenticated reports suggest that high building 
costs are further augmented because the builders are putting too high a mark-up on 
the finished product, Some lenders believe that the over-all profit on new construc- 
tion is running in a bracket of from 25 per cent to 35 per cent above prime cost, 


These percentages include the direct mark-up and an additional profit loading which 
is hidden in the purported cost figures, 


For a long time we have been doing business on a wholly unrealistic price level 
where neither building costs nor real estate prices have been under pressure, There 
has been no real test of either the banks or the borrowers for over a decade, Re- 
strictive influences are now making their appearance and any reversal in present 
activity may result in a marked depreciation of the quality of risk assets, Riding the 
waves of a falsely stimulated prosperity is exhilarating, but to keep mortgage lending 
on an even keel in choppy water there must be more careful and less liberal financing. 


The odds are fast piling up against recapturing security on marginal loans through 
rising real estate prices, 


New York City is the largest and most active secondary financing market for 
mortgages in the country, but at the present time it is far less active than it has 
been, Pressure for rental housing is responsible for quite an amount of financing 
under Title VI, Section 608, as a good many large lenders believe 608 projects in the 
row-house garden apartment type make a satisfactory mortgage commitment, There 
is no market at all on GI loans but I understand they can be acquired at about 98-1/2, 
An institutional lender advised me recently he had heard of one offer at 97, anda 
broker I know has been trying to sell a block of 2-1/2 million - the last I knew he 
hadn’t been successful, Title VI, Section 603, loans are also in slack demand, The 
return on government and other prime bonds has risen to a point where a contract 
interest rate of four per cent on mortgages is no longer attractive, Title VI, Section 
609, is commencing to attract some attention among the larger banks and this type of 
loan should stimulate the building of prefabricated houses, 
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Financing is getting tougher for builders, mortgage bankers and loan correspon- 
dents and they mean to do something about it, At the recent session of the National 
Association of Home Builders, and at the Mortgage Clinic of the Mortgage Bankers 
Association of America, mortgage lenders were urged to continue financing homes, 
even under the presently tight market conditions which now exist in mortgage lending, 
They were warned by the mortgage bankers that unless they provided the wanted funds 
the government might step in and take over the job, A strong effort will be made to 
have the government immediately establish an agency as an outlet for FHA and GI 
housing loans “in view of the prevailing conditions in the mortgage market,” Such an 
agency is necessary for loan liquidity according to the mortgage bankers, This 
proposal has a decidedinflationary twist to it asmany lenders who are long on four per 
cent long-term high percentage loans would in all probability liquidate them through 
the new agency and use the acquired funds for more new loans at a higher interest 
return, 


More can always be accomplished when sights are lowered to the right level, and 
we think the retrenchment in mortgage lending is a sane and sound policy and shows 
that lending institutions are taking into serious consideration the probability that our 
manufactured prosperity is passing its peak, However, voluntary restraint can crum- 
ble under the stress and strain of competition, and good resolutions can go to the four 
winds if the final determinant of a lender’s policy is what is done by his competitors 
across the street, 


And finally --- until the road map of the future is more clearly defined, caution is 
the watchword for mortgage financing, The keynote of the situation is in this undocu- 
mented quotation from Abraham Lincoln: “If we could first know where we are, and 
whither we are tending, we could better judge what to do, and how to do it.” 


E,. G/JOHNSON 
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